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SUMVARY
Januar y- Decenber

- Net sales for the financial year totaled EUR 22.5 nmillion, which was 3% ess
than in the previous year

- StoneGate sales were EUR 6.8 nillion, up by 18% on the previous year.

- StoneBeat sales were EUR 0.9 nillion, down by 51% on the previous year.

- Qperating |oss before anortization of goodwi Il amounted to EUR 9.0 million

The previous year’s conparable loss was EUR 13.9 nmillion.

- Earnings per share were EUR -0.25, conpared with EUR —0.26 for the previous
year. The loss was increased to the previous year’'s level due to a witing off
of a inputed tax receivabl e booked in the 2001 bal ance sheet by 4,3 mllion

eur os.

- Liquid assets totaled EUR 22.0 nillion at the end of the financial year, which
was EUR 5.5 million | ess than one year previously.

- The conpany’s cash flow was negative EUR 5.5 m|lion. The previous year’s cash
fl ow was negative EUR 13.0 million.

“The devel opnent of the sale of StoneGate Product family during 2004 was clearly
positive. This devel opment and the inproving cash flow trend enable the
transition to a new stage in which the main focus will be on substantial growth
in StoneGate sales still keeping in mnd the inportance of cost effectiveness”
says |l kka Hiidenheinmo, the CEO of the conpany.

The conpany started to take neasures at the end of the year to strengthen the
sales in sel ected geographi cal and product focus areas in accordance with the
strategy. The addition in resources is expected to bring additional sales with
3-9 nonth’s delay because of the Iength of the sales cycles in the enterprise
segnment. However, the recruitnment and salary costs will increase the cost |eve
already starting fromthe first quarter

The conpany believes that, as a consequence of these changes, its core business,
product sales, will grow significantly faster than the estinated average growh
of 20 %in the network security market forecasted by the nost distinguished
research institutes. The conpany believes that this growth will help it to reach
profitability.

Due to normal seasonality effects, sales in the first quarter are expected to be
sequentially lower than in the | ast quarter of 2004. The conpany expects
however, that the year-on-year growth from 2004 will be clearly positive
According to the current plans of the conpany EBITA will be positive as of the

| ast quarter of the year.

Cct ober - Decenber

- Net sales for the fourth quarter were EUR 6.4 nmillion, which is a 4% decrease
conmpared with the previous year’s correspondi ng quarter. The decline rel ates
anong other things to the sales of third-party products, which, in line with
strategy, are being discontinued.

- StoneGate sales totaled EUR 2.3 nmillion in the fourth quarter, a 12% i ncrease
conmpared with the correspondi ng quarter of 2003.

- StoneBeat sales totaled EUR 0.26 nmillion in the fourth quarter, a decrease of
49% on the previous year’s correspondi ng quarter

- Qperating |oss before anortization of goodwill was EUR 1.4 nmillion. The
conparable loss for the final quarter of 2003 was EUR 1.9 million
Cash flowin the final quarter was a negative EUR 0.8 mllion

The figures in this financial statements rel ease are unaudited.

For additional information, please contact:

Il kka Hiidenhei no, CEQ, Stonesoft Corporation
Tel. +358 9 476711

E-mail: il kka. hiidenhei nb@tonesoft.com

M kael Nyberg, CFO Stonesoft Corporation

Tel . +358 9 476711
E-mai |l : mi kael . nyber g@t onesoft.com

St onesoft Corporation



Il kka Hi i denhei no
Chi ef Executive Oficer

This rel ease and the presentation material related to the InterimReport are
al so avail abl e on Stonesoft’s web site at http://ww. stonesoft.com

A press conference will take place on February 18, 2005 at 10.30 a.m at the
Stonesoft headquarters, street address |tal ahdenkatu 22A, 00210 Hel si nki

St onesoft Corporation is a globally operating conpany focusing on network
security and business continuity assurance for corporate entities. StoneGate is
a network security solution that integrates firewall, VPN and intrusion
detection solutions. StoneGate incorporates the award-w nni ng St oneBeat | oad

bal anci ng t echnol ogy.

StoneGate is designed for conpani es whose operations require maxi mum network and
networ k connections’ security and availability. StoneGate enables the reliable
use of business-critical applications. StoneGate is a cost-effective solution
that helps to achieve a better price/perfornmance |evel and a shorter investnent
payback tinme than with rivaling firewall, VPN and intrusion detection sol utions.
Stonesoft was established in 1990. The corporate headquarters are |located in
Hel si nki, Finland. The Anerican headquarters are located in Atlanta and the APAC
area headquarters are |located in Singapore. Mre information on Stonesoft is
avail abl e at www. st onesoft.com

BOARD OF DI RECTORS REPORT

NET SALES AND PRCFI T
(previous year’s figures in parenthesis).

The 2004 financial year

Stonesoft Corporation’ s net sales in January-Decenber were EUR 22.5 million (EUR
23.2 mllion). Conpared with the previous year’'s correspondi ng period, there was
a decrease of EUR 0.7 mllion, or 3% The earnings before interest, taxes &

anortization for the year under review was EUR -9.0 mllion (EUR -13.9 nmillion).

The geographi cal distribution of net sales was as follows: Europe, Mddle East
and Africa 74% (72%, North and South America 19% (20% and Asia-Pacific 7%

(89 .

The conpany’s operating result was up EUR 4.6 nmillion conpared to the previous
year. The loss for the year after taxes was EUR 14.5 nillion. The previous
year’'s loss was EUR 14.8 nillion. During the year, the conpany wote off EUR 4.3
mllion inmputed tax receivable fromthe bal ance sheet.

Fi nance and i nvestnents

At the end of the year under review, the Corporation's total assets were EUR
29.8 million (EUR 43.3 mllion). The equity ratio was 81% (90% and gearing (the
rati o of net debt to shareholders’ equity) was -1.06 (-0.78). Consolidated
liquid assets at the end of the year totaled EUR 22.0 million (27.4).
Investments in fixed assets totaled EUR 0.26 nmillion (0.20).

DEVELOPMENT OF BUSI NESS OPERATI ONS
Mar ket s and conpetitive environnment

Net work security nmarkets are expected to grow steadily in the coming years. The
growth of both the firewall/VPN markets and the IDS/IPS markets is expected to
continue at an annual rate of about 20%in 2004-2006 (Sources: |DC

Dat anoni tor) .

Mai n busi ness events in 2004

- Devel opnent of the StoneGate IPS (Intrusion Detection and Analysis with Active
Response) product was conpleted in My

- In the same nonth, Stonesoft published a new managenent system the StoneGate
Managenment Center 3.0. The StoneGate Managenent Center 3.0 Integrates the
StoneGate product fanmily - firewall, VPN and the new IPS — into a seani ess,
easy-t o- manage conprehensive network security solution, the StoneGate Security
Platform This solution provides data networks with nulti-Ilayer protection.


http://www.stonesoft.com/
http://www.stonesoft.com/

Mul ti-layer network security that incorporates a firewall, VPN and IPS protects
not only the outer part of the organization s network but also the Intranet. The
StoneGate Security Platformintegrates the nost inportant network security
conponents, network managenent and high availability.

- In early August, Stonesoft’s Board of Directors appointed |l kka Hiidenhei no,
44, the conpany’s founder and Chief Technical Oficer, as Stonesoft’s new CEQO
The previous CEO Jorma Turunen resigned. At the sane tine, Mkael Nyberg, 44,
M Sc. (Eng.) was appoi nted the conpany’s Chief Financial Oficer and nenber of
t he Managenent Team

- In August, the conpany comenced neasures to adapt its costs and organi zation
to better match the current |evel of business, with a view to achieving business
profitability nore rapidly. These nmeasures were expected to create cost savings
of approximately EUR 1 million on the gl obal |evel per quarter

- The conpany re-evaluated its strategy during the final quarter, conpleted the
announced cost saving program and conmenced neasures, in line with its strategy,
aimed at increasing sales.

REVI EW OF MAJOR RESEARCH AND DEVELOPMENT ACTI VI TI ES

Stonesoft focuses on innovative research and devel opment and the protection of
its inventions. In the financial year, the conpany's R&D focused on devel opi ng
both new and exi sting high availability network security sol utions.

The conpany’s investnents in research and devel opnent in 2004 totaled EUR 5.1
mllion (6.5).

Research and devel oprment enpl oyed 63 (66) persons at the end of the financial
year.

In line with the Corporation’s accounting principles, R& expenditure is booked
as an expense at the nonment it occurs.

ADOPTI ON OF | FRS

Stonesoft Corporation will adopt |FRS-conpliant reporting in 2005. The first
interimreport prepared according to the IFRS (International Financial Reporting
Standards) will be published for the first quarter of 2005. The process of
transferring to the preparation of consolidated financial statenents in
conpliance with the I FRS is proceedi ng according to plan.

The openi ng bal ance sheet of the year 2004 and the Incone Statenents and Bal ance
Sheets of the first three quarters are ready. Accordingly, the year 2005
quarterly results can include conparison with the year 2004 results. Mst
significant changes to Stonesoft are as foll ows:

anortization of goodwill will no | onger be done but goodwill will be tested for
its val ue

finance | eases are transferred to the bal ance sheet and costs booked as
depreciation instead of as rents

| arger devel opment projects nust, in the future, be activated in the bal ance
sheet

stock option progranms nust be booked as costs

i mputed tax receivables will be booked on the bal ance based on the conpany’s
capability to utilize them

The overall inpact of the IFRS rules is estimated to be snall to Stonesoft.
Stonesoft will report geographical areas (EMEA, Anmericas and APAC) as primary
segment s.

SHARE CAPI TAL AND OPTI ON PROGRAMS

Aut hori zations currently in force

The Annual General Meeting of 10 March 2004 decided to grant a new authorization
to the conpany's Board of Directors to decide on increasing the conpany's share
capital in the follow ng way:

rights offering; and/or

granting options; and/or
i ssui ng convertibl e bonds.



The ternms and conditions of the authorization are:

The share capital of the conpany nay be increased in one or several lots in such a
way that the shares issued in the rights offering and/or the shares issued on the
basis of the issued options and/or the shares issued in exchange for convertible
bonds can altogether |Increase the share capital of the conpany by a maxi num of EUR
229, 000. 00 so that a maxi mum of 11,450,000 shares with a counter book val ue of EUR
0. 02 each, can be subscribed for in the said rights offering and/or share issue on
the basis of the issued options and/or the shares issued in exchange for
convertible bonds. Options may only be granted on condition that the shares issued
on the basis of these rights can only increase the conpany's share capital by a
maxi mum of EUR 30, 000.00. Options can only be granted in conjunction with

acqui sitions or mergers.

The Board of Directors of the conpany has the right to decide on who is entitled
to subscribe for new shares, options or convertible bonds. The new shares and/or
options and/or convertible bonds can, in accordance with Chapter 4 Section 6 of
the Conpanies Act (No 734/1978 with its anendrments), be subscribed for with
contribution in kind or otherw se under specific terns and conditions.

The new shares issued in the rights offering and/or the shares issued on the
basis of the issued options and/or the shares issued in exchange for convertible
bonds can be offered for subscription by making an exception to the pre-enptive
subscription rights of shareholders referred to in Chapter 4 section 2 of the
Conmpani es Act (No 734/1978 with its amendnents) if the exception can be
justified on grounds that are financially significant to the conpany, such as
acquisitions, inplenentation of co-operation arrangenents or an increase in the
nurmber of financing options, or as a part of an incentive schene for the
conmpany' s managenent and/or other menbers of the personnel

The Board of Directors of the conpany is entitled to decide on the basis of
determ ning the subscription price of the new shares issued in the rights

of fering and/or the shares issued on the basis of the issued options and/or the
shares issued in exchange for convertible bonds, as well as on the subscription
price itself which may not, however, be |less than the counter book val ue of the
share.

The Board of Directors of the conpany is entitled, within the limts set by the
Conpani es Act (No 734/1978), to decide on all the other issues and conditions
related to the rights offering and/or issue of options and/or the issuing of
convertibl e bonds, such as on the interest payable on the convertible bonds.

The aut horization will be in force until the follow ng Annual General Meeting of
Shar ehol ders, but not, however, for nore than one year fromthe date of this
resol ution of the Annual General Meeting of Sharehol ders.

Opti on prograns

Stonesoft Corporation’s Extraordi nary General Meeting of 24 Novenber 2004
accepted the Board' s proposal for a new Stonesoft option program offering up to
1, 500, 000 options to Stonesoft G oup conpani es’ boards, other nanagenent and
personnel. Sonme of the options are 1ssued to subsidiaries fully owned either
directly or through its other subsidiaries by Stonesoft Corporation

Each option entitles its owner to subscribe for one Stonesoft share with a
counter book value of EUR 0.02. A mexi num of 1,500,000 shares nay be subscri bed
for in the option program neaning that the conmpany’s share capital may increase
t hrough these share subscriptions by up to EUR 30, 000.

The options are divided into four different types, depending on the terns and
conditions of the option program The share subscription period begins,
dependi ng on the type of option, on 1 January 2006 at the earliest, and ends
with all options on 31 Decenmber 2010. The share subscription price when using
options is EUR 0. 56.

During 2004 no subscriptions were nade on the basis of the option prograns for
key personnel of the conpany.

At the end of the financial year on 31 Decenber 2004, Stonesoft's share capita
entered in the Trade Register totaled EUR 1, 146, 054. 64. The nunber of shares was
57,302,732 and the counter book value of each share was EUR 0.02. The share
capital remai ned unchanged.

DEVELOPMENT OF SHARE PRI CES AND TURNOVER



On 2 January 2004, Stonesoft's shares were valued at EUR 0.68. At the end of the
year, the share price was EUR 0.58. The hi ghest share price was EUR 1.07 and the
| owest EUR 0.51. During the year, the total turnover of Stonesoft shares
amounted to EUR 22 nmillion. Stonesoft's share price decreased by 15 % during
2004. Over the sane period, the Helsinki Stock Exchange HEX i ndex increased by
3,25 % while the telecom & el ectronics sector index decreased by 12,21 % Based
on the share price on 30 Decenber 2004, Stonesoft's market capitalization was
EUR 33.2 nmillion.

PROPCSAL BY THE BOARD OF DI RECTORS FOR DI STRI BUTI ON OF PROFI T

The parent conpany’s operating |oss before anortization of goodw Il (EBITA) was
EUR 9.0 nillion. At the end of the period, neither the Corporation nor the
parent conpany had any distributable equity in its shareholders' equity. The
Board of Directors proposes that the parent pay no dividend for 2004 and t hat
the | oss be debited to the retai ned earnings account.

PERSONNEL

At the end of the 2004 financial year, Stonesoft’s personnel nunbered 237 (264).
During the 2004 financial year, the conpany carried out a substantial structura
reformin the organi zation, enabling an increase in the efficiency of

admini stration and a significant increase in the nunber of people engaged in
sales duties in the key markets specified in Stonesoft’s strategy.

THE COVPANY' S BOARD OF DI RECTORS AND EXECUTI VE MANAGEMENT

In the 2004 financial year, Jornma Turunen was the CEO of the conpany between 1
January 2004 and 2 August 2004, and |l kka Hiidenheino was the CEO of the company
bet ween 3 August 2004 - 31 Decenber 2004.

The Chairman of the conpany’s Board of Directors was Al exis Sozonoff and ot her
menbers were |1l kka Hiidenhei no Hannu Turunen, John C. Yates and Kai Karttunen
until 10 March 2004.

Al ex Sozonoff continued as the Chairman of the Board of Directors and Il kka

Hi i denhei no as a Board Menber after the Annual General Meeting in 10 March 2004.
Pertti Ervi and Jyrki Ritvala were elected to the Board of Directors as new
Board Menbers

As of 3 August 2004, the nmenbers of the conpany’s Managenent Team were || kka
Hi i denhei no, M kael Nyberg, Erkki Panula, Saara Laine and Tobi as Christen

MAJOR EVENTS AFTER THE FI NANCI AL YEAR

In February, Stonesoft published the StoneGate firewall and VPN sol ution for |BM
i 5-servers published in Septenber 2004.

FUTURE OUTLOCOK

The conpany started to take neasures at the end of the year to strengthen the
sal es in sel ected geographi cal and product focus areas in accordance with the
strategy. The addition in resources is expected to bring additional sales with
3-9 nonth’s delay because of the Iength of the sales cycles in the enterprise
segment. However, the recruitnment and salary costs will increase the cost |eve
already starting fromthe first quarter

The conpany believes that, as a consequence of these changes, its core business,
product sales, will grow significantly faster than the estinated average growh
of 20 %in the network security market forecasted by the nost distinguished
research institutes. The conpany believes that this growth will help it to reach
profitability.

Due to normal seasonality effects, sales in the first quarter is expected to be
sequentially lower than in the | ast quarter of 2004. The conpany expects
however, that the year-on-year growth from 2004 will be clearly positive
According to the current plans of the conpany EBITA will be positive as of the
| ast quarter of the year.

Di stribution:
Hel si nki St ock Exchange
Mai n nedi a



St onesoft Corporation
I ncome St at enment
(Euro 1000)

Net Sal es

O her operating incone
Material s and services
Personnel costs

Depr eci ati ons

O her operating expenses
perating Profit / Loss (EBITA)
Goodwi | | depreci ations
Qperating Profit / Loss (EBIT)
Fi nanci al income and expenses

Profit / Loss before
extraordinary itens

Extraordi nary i ncone
Extraordi nary expenses

Profit / Loss before taxes
and minority Interest

Direct taxes

Profit / Loss for
t he Accounting period

St onesoft Corporation
Bal ance Sheet (Euro 1000)

Asset s
Non- Current Assets

I nt angi bl e assets
Consol i dat ed goodwi | |
Tangi bl e assets

I nvest ment s

Non- Current Assets Tota

Current assets

I nventories
Long-term recei vabl es
Short-term recei vabl es

I nvest nent s

Cash on hand and on deposit
Current Assets Total

Tot al

Liabilities
Shar ehol ders” Equity
Provi si ons

Liabilities
Short-termliabilities
Total Liabilities

Tot al

St onesoft Corporation

Key Rati os

EURO 1000

Net Sal es

Net Sal es Change-%

Qperating Profit / Loss Before

1.1-31.12. 2004

22

-14

31.12. 2004

20
28
29

20

9
9

29

1.1.-31.

22

490
545
859
214
304
674
016
206
221

304

918

918
602

519

587
301
673

570

188

38
023
590
372
211

781

690

49
043
043
781

490

-3 %

.1-31.12. 2003

23

20
14
-13

-15

-14

-14

-14

197

840

780
147
507
464

861

206

067

817

250

37

214

573

787

31.12. 2003

W RrRR

24
39
43

35

8
8

43

038
507
267

818

91
370
570
126
315
472

291

121
159
011
011
291

12.2004 1.1.-31.12.2003

23 197

23

%



Goodwi | | Depreciations (EBITA)
% of Net Sal es
Qperating Profit / Loss After
Goodwi | | Depreciations (EBIT)
% of Net Sal es
Profit / Loss before
Extraordinary Itens
% of Net Sal es
Profit / Loss before taxes
and minority Interest
% of Net Sal es
RCE - % annualized
RO - % annualized
Equity Ratio-%
Net Cearing
Tot al Asset
Capital Investnents
% of Net Sal es

R&D Cost s

% of Net Sales
Number of Enpl oyees
(Wi ght ed Aver age)
Number of Enpl oyees
at the end of the period

Share Specific Ratios

Ear ni ngs per Share (EUR)
Equity per Share (EUR)
Di vi dend per Share (EUR)
Dividend / Profit-%

Wei ght ed Anmount of Shares
(Option dilution effect included)
Anmount of Shares

at the End of period

St onesoft Corporation
Quarterly Devel opnent
(Euro MI1ions)
Security software
and appliances
Servi ces
O her products
Net sal es change-%
from previous year
Sal es Margin
Sales Margin %
Operati ve expenses
Operating profit
(EBI TA) before
restructuring costs
% of net sales
Qperating profit (EBITA)
% of net sales
Profit / loss
bef ore taxes
% of net sales

Number of enpl oyees
at the end of the period

St onesoft Corporation

Quarterly Devel opnent
(Euro MI1ions)

Security software

and appl i ances

Services

O her products

Net sal es

Net sal es change-%

from previous year

Sal es Margin

Sales Margin %

Operati ve expenses

-9 016
-40 %

-10 221
-45 %

-9 918
-44 %

-9 918
-44 %
-52 %
-33 %
81 %
-1.06

29 781

1%

5 086
23 %

258
237

-0.25
0. 36
0. 00

0 %
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57 302 732
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Operating profit
(EBI TA) before

restructuring costs -1.9 -3.1 -3.2 -3.8 -12.0
% of net sales -28 %-64 %-58 %-63 %-52 %

Qperating profit (EBITA) -1.9 -3.3 -4.4 -4.4 -13.9
% of net sal es -28 %-66 %-78 %-73 %-60 %

Profit / |oss

bef ore taxes -1.9 -3.5 -4.4 -4.5 -14.2
% of net sal es -29 %-70 %-78 %-75 %-61 %

Number of enpl oyees
at the end of the period 264 268 312 324 264

St onesoft Corporation
Cashfl ow St at enent 1.1.-31.12.2004 1.1.-31.12.2003
(Euro 1000)

Busi ness operations

Qperating profit / loss -10 221 -15 067
Adj ustments to operating

profit / |loss 2 400 2 842
Fi nanci al income and expenses 304 817
Change in working capital 2 503 -1 036
Extraordinary itens 0 35
Taxes paid -292 -415
Tot al -5 306 -12 823

I nvestnent activities
I nvestments to intangible

and tangi bl e assets - 259 -197
Sal es of other shares -3 -3
Tot al -262 -200
Fi nanci ng activities

Change in |l ong-term | oans 0 -2
O her 88 48
Tot al 88 46
Change in liquid assets -5 480 -12 977
Li quid assets at the beginning

of the reporting period 27 441 40 418

Li quid assets at the end
of the reporting period 21 961 27 441



